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[. Introduction
A. Background

The Diocese of Manchester (the Diocese), which was established in 1884, encompasses the
entire State of New Hampshire and consists of 117 parishes, 25 diocesan schools, and two
summer camps. The Diocese’'s Web site listed 116 active priests and 48 permanent deacons
serving 310,206 registered Catholics as of December 31, 2004. Bishop McCormack, responsible
for overseeing the Diocese, was appointed by Pope John Paul Il and installed as the ninth Bishop
of Manchester on September 21, 1998.

In December 2002, the State of New Hampshire, through its Attorney General (the Attorney
General), reached a Non Prosecution Agreement (the Agreement) with the Diocese relating to
allegations of sexual misconduct with minors by priests and diocesan leaders over a 40-year
period. This Agreement established terms and conditions to facilitate the protection of minors and
ensure a system of accountability, oversight, transparency, and training.

The terms of the Agreement comprise the basis for the Diocese’'s Compliance Program (the
Compliance Program or Program). This Program is to include:

(1) The implementation of policies and procedures for preventing, responding to, and
reporting allegations of sexual abuse

(2) The provision of safety training regarding the sexual abuse of minors and the reporting
requirements for diocesan personnel

(3) The maintenance of the Office of the Delegate for Sexual Misconduct to handle all
allegations of sexual abuse of minors

(4) The retention of all documents and information relating to allegations of sexual abuse by
minors until the death of the accused diocesan Personnel

(5) An annual audit regarding compliance with the terms of the Agreement and diocesan
policies.

A copy of the Agreement is attached as Exhibit A.

In November 2003, the Attorney General selected KPMG’'s Forensic practice to provide
assistance with the annual audits provided for in the Agreement. In February 2004, the Diocese
sent the Attorney General’s Office a draft of a proposed assessment instrument.* After resolving
the issues raised by the Diocese, the Attorney General retained KPMG on May 4, 2005, to
assess the Diocese’s compliance with the Agreement.

KPMG issued a report relating to its first of four planned annual program assessments on
March 13, 2006.

This report details KPMG's observations and recommendations resulting from the second of four
annual program assessments.

! Discussions between the New Hampshire Attorney General’'s Office and representatives of the Diocese ensued, and the following
concerns were expressed by the Diocese: the nature of the personnel selected for interviews; the scope of the assessment for year
one given the implementation of new policies for subsequent years; the selection of an outside entity to assist with the assessment;
the cost of the assessment and the party responsible for payment; the structure and tone of the final report; and the timing for
commencement of assessment procedures.
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B. Limitations on Liability

KPMG was not engaged to perform an audit, review, or compilation of financial statements or
financial information, as those terms are understood and defined by professional guidance
promulgated by the American Institute of Certified Public Accountants and, accordingly, it
expresses no opinion or other form of assurance on financial statements or financial information.
Furthermore, KPMG was not engaged to conduct a comparative legal analysis or to provide any
legal conclusions, opinions, or advice herein.

In conducting its assessment, KPMG made subjective judgments in a variety of areas relating to
legal, regulatory, and industry standards. These judgments are based on U.S. laws and
regulations, and on KPMG’s knowledge and experience in understanding relevant guidance
presented by leading industry policy groups. There is no guarantee, however, that KPMG'’s views
will concur with those of regulators or law enforcement and therefore, KPMG makes no
representation regarding the same.

During the course of the assessment, KPMG was provided with various documents and
explanations. If further documentation or explanations come to light after the issuance of our
report, KPMG reserves the right to, but is not obligated to, amend its findings, recommendations,
or considerations for enhancement.

This report provides the results of KPMG'’s independent assessment of the Diocese’s Compliance
Program as it existed at the time of its review. The observations and recommendations of KPMG
as presented in this report are based on the procedures performed as described in the
Methodology below, and on the information supplied by the Delegate, diocesan and parish
employees, and the analysis of the relevant documents provided at the time of our request. Were
KPMG to perform additional procedures, or should the information provided be inaccurate for any
reason, it is possible that our assessment and observations would be different.

This report and its exhibits are not intended for general circulation or publication, nor are they to
be reproduced or used for any purpose other than that outlined in our engagement letter dated
May 4, 2005, without prior written permission from KPMG in each specific instance. KPMG
disclaims any responsibility or liability for losses, damages or costs incurred by anyone as a result
of the unauthorized circulation, publication, reproduction, or use of this report or its exhibits
contrary to the provisions of this paragraph.
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Il. Executive Summary

Since KPMG'’s previous program assessment in 2005, it appears that the Diocese has made
significant progress and has introduced substantial positive enhancements to its Compliance
Program (the Program). KPMG found that on April 25, 2006, in response to KPMG's previous
recommendation and at the behest of the Attorney General's Office, the Diocese produced a
formal Action Plan, which identified its methodology and timeline for achieving compliance with
the Agreement and addressing KPMG’s recommendations. Specifically, the Action Plan outlined
the Diocese’s goals and objectives, 28 action items, responsible parties for each action item, and
a calendar for implementation.

The Diocese has dedicated additional resources and demonstrated commitment towards
accomplishing its Action Plan and numerous overall program-wide enhancements. For example,
in March 2006, the Diocese hired a full-time diocesan Compliance Coordinator (CC). Shortly
thereafter, the Diocese retained the services of an outside Certified Public Accountant to manage
the implementation of the Action Plan as well as retained the services of several additional
individuals to assist in the performance of site visits at each of the Diocese’s 141 parishes,
schools, and camps. Most recently, the Diocese has converted the Safe Environment Assistant a
part-time position to a full-time position to assist the CC.

From the results of the reviewed documentation and interview performed, it also appears that
significant efforts have been made towards the further development and enhancement of the
Program’s written policies and procedures. In May 2006, the Diocese issued a revised and
improved Diocese of Manchester Screening and Training Protocol for Church Personnel. In
addition, the Diocese has updated its Promise to Protect, Pledge to Heal (the Policy) and
provided a draft to the New Hampshire Attorney General's Office for its review and
recommendations.

Despite the substantial progress made by the Diocese, there are still some critical gaps and
issues which need to be rectified before the Diocese of Manchester will be considered in full
compliance? with the Agreement or be considered to have a fully effective® and sustainable
compliance program. For example, the site visits initially performed relied on a set of procedures
which are largely based on self-reporting. Although Church personnel conducting the audits had
documentary evidence for some aspects of the compliance program, they did not appear to have
verified actual compliance through physical observation and independent verification of
documentary means for significant aspects of the compliance program. For example, the
reviewers inappropriately relied on the pastors/principals/directors to fully identify the relevant
population and verbally report compliance dates for inclusion in the Safe Environment Database,
rather than through the presentation of documentation supporting compliance.

Proper tone at the top* is a critical factor in all effective compliance programs and a clear
consistent communication and demonstration of commitment to the Program its goals and
requirements. While the Diocese of Manchester has endeavored to promulgate messages of

2 In defining the term, “full compliance,” KPMG refers to page 13 of Justice Conboy’s March 22, 2005 Order, in which it is noted that
the Diocese’s agreement with the Attorney General “...implies an agreement to submit to an audit to determine whether its policies
are working — that is whether they are ‘effective.’”

8 Dictionary.com defines the term “effective” as “adequate to accomplish a purpose.”

* The Committee of Sponsoring Organizations of the Treadway Commission (COSO) references this term in describing the
importance of a control environment as central to an effective compliance program. Specifically, COSO states, “The control
environment sets the tone of an organization, influencing the control consciousness of its people. It is the foundation for all other
components of internal control, providing discipline and structure. Control environment factors include the integrity, ethical values,
management's operating style, delegation of authority systems, as well as the processes for managing and developing people in the

organization.”
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child safety to its community, it remains imperative that such messages come directly from the
Bishop and his key reports and reflect the Bishop's personal and evidenced commitment to the
safety of minors, the Program, and compliance with the Agreement. The tone at the top,
however, does not appear to be consistent among key personnel at the Diocese of Manchester.
Of note was the Delegate of Ministerial Conduct, whose commitment to cooperation with the
assessment of the Program by KPMG was not evident during his meeting with KPMG
representatives, as there appeared to be a lack of detailed information and candor provided
during his interview. An improvement in the program’s senior leadership’s demonstrable tone is
warranted.

Finally, it has been almost four years since the Diocese and the Attorney General’'s Office entered
into the subject Agreement and while substantial progress has been made, the Diocese is still not
in full compliance therewith and more structural and procedural enhancements are needed to
achieve full, effective, and sustainable compliance.

Section IV below details the requirements of the Agreement, relevant industry/public guidance, an
overview of the Diocese’s program, as well as KPMG'’s specific findings and recommendations.
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lll. Methodology

A. Overview

Consistent with the methodology employed during the 2005 program assessment, KPMG’s
overall methodology for this review included: (1) interviewing appropriate diocesan and Parish
personnel who have responsibility over the Program, and (2) analyzing diocesan policies,
procedures, standards, and relevant correspondence. The documents analyzed and the practices
described to us by diocesan and Parish personnel are collectively referred to as “the Program” for

purposes of this report.

B. KPMG’s Compliance Program Assessment Methodology

1. Scope of Assessment

a. Interviews Conducted

KPMG had discussions with diocesan and Parish personnel, including the following:

Throughout the course of the assessment, KPMG also spoke with the following personnel

Most Reverend John B. McCormack, Bishop of Manchester

Father Edward Arsenault, Delegate to the Office for Ministerial Conduct

Diane Murphy-Quinlan, Associate Delegate to the Office for Ministerial Conduct
Mary Ellen D’Intino, diocesan Compliance Coordinator

Steven Boivin, CPA, diocesan Consultant

J. Michael McDonough, Chairman of the Diocesan Review Board

Lorraine Coll, Safe Environment Coordinator, St. Patrick’s Parish

Suzanne Walsh, Business Manager, Safe Environment Coordinator, Bishop Brady
High School

Michael Drumm, Director of Marketing, Camp Fatima

Father Kelly, Pastor, St. Patrick’s Parish, Nashua

Raymond Dumont, Safe Environment Coordinator, St. Patrick’s Parish, Nashua
Joan Lannon, Safe Environment Coordinator, Holy Angels Preschool, Plaistow
Father Steve Montesanti, Pastor, St. John The Evangelist, Concord

Tammy Sexton, Coordinator of Religious Education, St. John the Evangelist,
Concord.

at the Attorney General’'s Office:

KRG,
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Ann Larney, Assistant New Hampshire Attorney General
Will Delker, Assistant New Hampshire Attorney General
Karen Huntress, Assistant New Hampshire Attorney General.

PRIVILEGED & CONFIDENTIAL ATTORNEY WORK PRODUCT

7



16503BOS

Diocese of Manchester

b. Documents Reviewed

In preparing its report, KPMG reviewed numerous documents, including the Diocese’s
newly revised draft Promise to Protect, Pledge to Heal: The Protection of Children and
Young People (draft Policy)® and Serving Christ, Serving Others: A Code of Ministerial
Conduct (Code®). Both documents are attached as Exhibits B and C. A list of
documents reviewed by KPMG, considered to be a part of the Diocese’s Program, is also
attached as Exhibit G.’

c. Limiting Testing Performed

As part of its assessment, KPMG performed limited and subjective testing on a
judgmental basis at the Diocese, two parishes, a diocesan high school, diocesan pre-
school, and one of the two diocesan summer camps. The results of this testing are
provided for in the relevant sections of this report. Sample testing results are attached as
Exhibit H.

2. Levels of Assessment

KPMG, in its findings, considered the Agreement’s requirements and those of the Diocese’s
Program to be more important than industry leading standards. Both the completeness and
quality of the policies and procedures as well as their implementation were considered.

The KPMG assessment standards should not be interpreted as assurance that a regulator,
judicial officer, law enforcement body, or any other third party might assess the Program
herein in a similar fashion.

3. Context of the Assessment

In performing its initial assessment and evaluating the design of the Diocese’s Compliance
Program in 2005, KPMG relied on several outside organizations that provide sample
guidance as to the definition of an effective compliance program. These included the United
States Conference of Catholic Bishops’ (USCCB) own principles and policies, which offer a
baseline standard for the diocesan policies as well as an approach for conducting a
compliance review and the organizational guidelines set forth by the United States
Sentencing Commission in its Federal Sentencing Guidelines.

United States Conference of Catholic Bishops

In response to the growing number of sexual abuse allegations in dioceses nationwide, the
USCCB approved a Charter for the Protection of Children and Young People (the Charter) on
June 14, 2002. This document provided a framework of policies and procedures relating to
sexual abuse allegations and a response thereto. The Charter focused on the following four
principles:

(1) To promote healing and reconciliation with victims/survivors of sexual abuse of minors

(2) To guarantee an effective response to allegations of sexual abuse of minors

® The draft Policy is scheduled to become effective March 19, 2007.
® According to the Diocese, this document has not been modified since KPMG's 2005 Program Assessment.

7 It should be noted that KPMG was only permitted to review documentation on diocesan property and did not retain copies of any
documents reviewed, with the exception of those attached hereto as Exhibits or publicly available via the Diocese’s website.
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(3) To ensure the accountability of its procedures
(4) To protect the faithful in the future.®

The 17 articles contained within the Charter address individual issues such as counseling,
the establishment of a mechanism to respond to allegations of abuse of minors, the creation
of a national office for Child and Youth Protection, a Review Board providing an annual report
on each diocese, and the formation of preventative programs.

Following the approval of the Charter, the USCCB issued the Essential Norms for
Diocesan/Eparchial Policies Dealing with Allegations of Sexual Abuse of Minors by Priests or
Deacons (the Essential Norms). The Essential Norms sought to ensure that each diocese in
the United States had procedures in place for responding to allegations of sexual abuse of
minors. The Essential Norms directed each diocese to:

(1) Have a written policy on sexual abuse

(2) Appoint a competent person to coordinate assistance
(3) Establish a review board to consult with the bishop

(4) Conduct investigations into allegations

(5) Remove priests or deacons when abuse is discovered

(6) Comply with all civil authorities and investigations.9

The Essential Norms became the law of the dioceses and eparchies of the United States on
December 8, 2002 through a Decree of recognition by the Holy See.

United States Sentencing Commission

The United States Sentencing Commission’s Federal Sentencing Guidelines (the Guidelines)
provide the most widely accepted guidance for an effective compliance program. According
to the Guidelines’ Application Notes, the definition of “organization” includes corporations,
partnerships, associations, joint-stock companies, unions, trusts, pension funds,
unincorporated organizations, government and political subdivisions thereof, and nonprofit
organizations.'® Given this consideration, arguments have been made that these standards
should apply to the entities such as Catholic dioceses.™

The principles behind the Guidelines’ model are important to understand because they have
created: (i) a judicial framework that rewards responsible, self-governing companies; (ii) a
sound model that companies can follow for managing ethical business conduct; and (iii) a
standard that is influencing regulatory enforcement policies, criminal prosecutions, and
director and officer liability in civil litigation.

® United States Conference of Catholic Bishops, Charter for the Protection of Children and Young People (Revised Edition), 2002.

® United States Conference of Catholic Bishops, Essential Norms for Diocesan/Eparchial Policies Dealing with Allegations of Sexual
Abuse of Minors by Priests or Deacons, 2002.

'® United States Sentencing Commission, Guidelines Manual, §8A1.1, Commentary (Nov. 2004) (emphasis added).
™ Herbert I. Zinn, “The Saga of the Catholic Archdiocese of Boston: To Which Higher Authority Does Your Organization Report,”
Practicing Law Institute’s Corporate Compliance Seminar, 2002, Page 4.
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As originally adopted, the Guidelines stated that for an organization’s compliance program to
be creditworthy, the program must, “at a minimum,” include seven categories of activity:

(1) Compliance standards and procedures reasonably capable of reducing the prospect
of criminal activity

(2) Oversight by high level personnel
(3) Due care in delegating substantial discretionary authority
(4) Effective communication to all levels of employees

(5) Reasonable steps to achieve compliance, which include systems for monitoring,
auditing, and reporting suspected wrongdoing without fear of reprisal

(6) Consistent enforcement of compliance standards, including disciplinary mechanisms

(7) Reasonable steps to respond to and prevent further similar offenses upon detection
of a violation.*

Recent revisions, responding to numerous high-profile instances of misconduct as well as
additional learning and development in the compliance field, have strengthened these criteria
through the following structural safeguards: the promotion of a culture of compliance; active
participation of the board and senior management; effective training and communications;
monitoring, ongoing evaluation, and adherence to controls and program requirements; well-
publicized mechanisms to report violations, with protections in place for confidentiality and
non-retaliation; disciplinary action for program violations and program modification to prevent
similar future violations; and ongoing risk assessments. Further guidance, as well as the
specific commentary and language issued by the Sentencing Commission, can be found in
Appendix A to this report.

Accordingly, our approach sought to determine whether basic initiatives with respect to each
of these new categories are present in the Diocese’s Compliance Program. It is important to
note that the Guidelines also have an overarching requirement, namely that an organization
exercise “due diligence” to ensure that its program “generally will be effective.” Therefore, our
approach goes beyond compiling an inventory of basic activities and incorporates practices
that companies with relatively mature compliance programs have generally found to correlate
with effective compliance management. However, there are no “hard and fast” rules in this
regard, and no single approach is necessarily appropriate for every organization. Thus,
KPMG has taken into consideration the Diocese’s particular needs and operating
environment in assessing the design of its Compliance Program.

While KPMG's second annual program assessment continues to focus on the above industry
guidance, it is designed to assess the enhancements and modifications to the Diocese
Compliance Program since KPMG's initial assessment in 2005. Specifically, this assessment
focuses on the Diocese’s implementation of the April 26, 2006 Diocese of Manchester Action
Plan (the Action Plan), which was developed to provide a comprehensive response to the
recommendations contained within KPMG’s 2005 program assessment report. See
Exhibit E.

2 paula Desio, “An Overview of the United States Sentencing Commission and the Organizational Guidelines,” United States
Sentencing Commission, Page 2.
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IV. Assessment of the Diocese of Manchester's Compliance Program

A. Organizational Structure and Oversight

1.

Requirements of the Agreement

In relation to the Diocese’'s Compliance Program, and more specifically, its organizational
structure and oversight, the Agreement requires that the Diocese “maintain [its] existing
Office of the Delegate for Sexual Misconduct as an appropriately-trained and easily
accessible office dedicated to the handling of allegations of sexual abuse of minors.”*® The
Agreement also specifies that the Diocese shall “continue to develop, implement, and revise,
as necessary, policies and protocols for preventing, responding to, and ensuring the reporting
of, allegations of sexual abuse.”** Furthermore, the Diocese is required to provide copies of
its policies and protocols to the Attorney General on an annual basis, or as otherwise
requested by the Attorney General.

Industry Guidance

In establishing an effective compliance program, the Guidelines, and specifically the
amendments thereto, emphasize that organizations must not only “exercise due diligence to
prevent and detect criminal conduct,” but also “otherwise promote an organizational culture
that encourages ethical conduct and a commitment to compliance...”™ According to the
excerpt, this type of due diligence and promotion of a desired organizational culture can be
evidenced through the fulfillment of the seven minimum requirements, “which are the
hallmarks of an effective program...”*®

Specifically, the Guidelines require the development of compliance standards and procedures
to prevent and detect criminal conduct, which according to Application Note 1, are further
defined to include the establishment of “standards of conduct and internal controls that are
reasonably capable of reducing the likelihood of criminal conduct.”

Secondly, the Guidelines require the assignment of “overall responsibility to oversee
compliance” to a specific “high-level” individual within the organization. This individual is
charged with not only being “knowledgeable about the content and operation of the
compliance and ethics program,” but also “exercis[ing] reasonable oversight with respect to
the implementation and effectiveness” of the program.'’ The Guidelines make clear that
while operational responsibility may be delegated, “ultimate responsibility for the program'’s
effectiveness” must remain with the high-level individual assigned.*®

3 Agreement at § 3.

1d.

'® U.S. Sentencing Commission, Guidelines, §8B2.1 (Nov. 2004)

'® Excerpt from the U.S. Sentencing Commission Amendments to the Organizational Sentencing Guidelines, at Page A-2.

7 d.
8 1d.

KRG,
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In delegating day-to-day responsibility, the Guidelines require that the individual to whom
such responsibility is given: (1) report to organizational leadership and the program’s
governing authority at least annually and (2) be given adequate resources, appropriate
authority, and direct access to the governing authority or an appropriate subgroup of the
governing authority.™®

Program Overview

a.

Policies and Procedures

Since the 2005 program assessment, and after solicitation of commentary from diocesan
parishioners, parishes, schools, the Safe Environment Council, Safe Environment
Coordinators, and the Diocesan Review Board, the Diocese has redrafted its Promise to
Protect, Pledge to Heal: The Protection of Children and Young People — Policies and
Procedures (the draft Policy). The draft Policy is scheduled to become effective
March 19, 2007.

Organizational Structure and Oversight

Since the 2005 program assessment, the Diocese has continued its efforts to enhance
the effectiveness of its Policy through the development of various formal and informal
processes (i.e., its Compliance Program).

Appropriately, Bishop McCormack continues to retain ultimate responsibility for the
Diocese’s Compliance Program. To assist him with the Program’s implementation and his
oversight thereof, he continues to rely on several subgroups, each designed to serve a
unique function under the Program. These include: an Office for Ministerial Conduct, a
Diocese Review Board, an Office for Healing and Pastoral Care, and a Safe Environment
Council as well as Safe Environment Coordinators. Described below are the key
enhancements (if applicable) to each subgroup since KPMG's initial program assessment
in 2005.

1. Office for Ministerial Conduct

In addition to the continued support provided by the Delegate and Associate
Delegate, in March 2006, the Diocese hired a full-time diocesan Compliance
Coordinator (CC) who is accountable to the Bishop and supervised by the Delegate
for Ministerial Conduct. This position is responsible for assisting in the
implementation and ongoing oversight of diocesan policies, including but not limited
to the Promise to Protect, Pledge to Heal: Policy for the Protection of Children and
Young People. The CC'’s job description identifies the following duties:

(1) Traveling to parishes and schools throughout the Diocese to determine
compliance with diocesan policies and address noncompliance issues

(2) Conducting training and otherwise assisting parish and school staff members and
safe environment coordinators in implementing diocesan policies

(3) Preparing written reports of findings resulting from visitations to parishes,
Catholic schools, and other institutions
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(4) Presenting applicable summaries of findings and reports to the Bishop of
Manchester and Diocesan Review Board

(5) Completing projects and assignments as directed by Delegate for Ministerial
Conduct

(6) Working with Diocesan Review Board and Safe Environment Council to improve
safe environment programs and procedures

(7) Reporting directly to the Bishop in those instances in which the Coordinator
believes that there is a significant disagreement with the Delegate as to the
implementation of and adherence to diocesan policies.

The CC'’s credentials include, but are not limited to: a Masters of Arts in Education
from Riviera College; a Bachelor of Arts from Worcester State College, Summa Cum
Laude; 20 years with the Massachusetts Department of Social Services — including
10 years conducting investigations of abuse and neglect, and she was previously
with New